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Town of Hillsborough, North Carolina
Notes to Financial Statements

Notes to Financial Statements

1. Summary of Significant Accounting Policies

The accounting policies of the Town of Hillsborough (the “Town”) conform to accounting principles generally
accepted in the United States of America (“GAAP”) as applicable to governments. The Governmental Accounting
Standards Board (“GASB”) is the accepted standard-setting body for establishing governmental accounting and
financial reporting principles. The following is a summary of the more significant accounting policies:

A. Reporting entity

The Town of Hillsborough is a municipal corporation which is governed by an elected mayor and a five-member
board. As required by GAAP, these financial statements present the Town and its component units, which are
legally separate entities for which the Town is financially accountable. The discretely presented component units
presented below are reported in separate columns in the Town'’s financial statements in order to emphasize that
they are legally separate from the Town.

Hillsborough Tourism Development Authority (the “Authority”)

The Authority was created on April 9, 2012 by resolution of the Town, under the authority of the North Carolina
General Assembly. The Authority is responsible for promoting travel and tourism in the Hillsborough area. The
Authority receives revenue from a three percent occupancy tax, which is levied, collected and remitted by the Town
net of administration fees. The members of the Authority are appointed by the Town’s Board of Commissioners.

Hillsborough Tourism Board (the “Tourism Board”)

The Tourism Board was created on November 8, 1993, by resolution of the Town, under the authority of the North
Carolina General Assembly. The Tourism Board is responsible for promoting tourism within the Town of
Hillsborough. The Tourism Board receives revenues through a one percent prepared food and beverage tax, which
is levied and collected by the Town and remitted net of administration fees. The Tourism Board is composed of nine
members appointed by the Town’s Board of Commissioners.

Requests for complete financial statements for each of the component units may be directed to the Finance Officer,
c/o Hillsborough Tourism Development Authority or c/o Hillsborough Tourism Board, Hillsborough, North Carolina,
or by telephone at (919) 296-9451.

B. Basis of presentation

Government-wide statements: The Statement of Net Position and the Statement of Activities display information
about the primary government and its component unit. These statements include the financial activities of the
overall government. These statements distinguish between the governmental and business-type activities of the
Town. Governmental activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange transactions. Business-type activities are financed in whole or in part by fees charged to external parties.

The Statement of Activities presents a comparison between direct expenses and program revenues for the different
business-type activities of the Town and for each function of the Town’s governmental activities. Direct expenses
are those that are specifically associated with a program or function and, therefore, are clearly identifiable to a
particular function. Indirect expense allocations that have been made in the funds have been reversed for the
statement of activities. Program revenues include (a) fees and charges paid by the recipients of goods or services
offered by the programs, and (b) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues, including all taxes,
are presented as general revenues.
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Town of Hillsborough, North Carolina
Notes to Financial Statements

Fund financial statements: The fund financial statements provide information about the Town’s funds, including
the fiduciary fund. Separate statements for each fund category — governmental, proprietary, and fiduciary - are
presented. The emphasis of fund financial statements is on major governmental and enterprise funds, each
displayed in a separate column. All remaining governmental and enterprise funds are aggregated and reported as
nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions associated
with the principal activity of the fund. Exchange transactions are those in which each party receives and gives up
essentially equal values. Nonoperating revenues, such as subsidies result from nonexchange transactions. Other
nonoperating revenues are ancillary activities such as investment earnings.

The Town reports the following major governmental fund:

General Fund. The General Fund is the general operating fund of the Town. It is used to account for all
financial resources except those required to be accounted for in another fund. The primary revenue sources
are ad valorem taxes, state grants, and various other taxes and licenses. The primary expenditures are for
general government administration, public safety, street maintenance and construction, and sanitation
services. The Town also uses a restricted revenue fund to account for certain revenues. It is not required
to be reported as a special revenue fund and is therefore combined with the General Fund.

The Town reports the following nonmajor governmental funds:

Consolidated General Capital Projects Fund. This fund is used to accumulate expenditures related to
multiple capital projects budgeted to be completed within one year. The General Capital Reserve Fund is
consolidated in the General Capital Projects Fund.

Riverwalk CMAQ Capital Project Fund. Three important sidewalk components are grouped for funding
purposes through the Congestion Mitigation and Air Quality program within the Department of
Transportation. Riverwalk provides a viable alternative to driving by allowing many residents of Hillsborough
to walk or bike into downtown, whether for work, shopping, or recreation. These sidewalk connections are
along Eno Mountain Road and provide access into the Occoneechee State natural area (connecting to
Gold Park); South Nash Street near the commercial area and the rail trestle, and Calvin Street, connecting
to Gold Park and Riverwalk.

Rail Station Capital Project Fund. This fund will account for design, engineering, construction and
construction oversight of the passenger rail station which is approximately 6,000 square foot building with
about 100 parking spaces, utilities, and site access.

Public Works Building Capital Project Fund. This fund will account for design, project management,
construction, construction inspection, and water and sewer utilities for a new Public Works Building.

Public Safety Building Capital Project Fund. This fund will account for construction costs for the renovation
of the Public Safety Building.
The Town reports the following major enterprise fund:

Water and Sewer Fund. This fund is used to account for the Town’s water and sewer operations. For
financial reporting purposes, several water and sewer capital project funds (“WS Capital Projects Funds”)
and three capital reserve funds have been consolidated with the Water and Sewer Fund.

The Town reports the following nonmajor enterprise fund:

Stormwater Fund. This fund is used to account for the operations of the Town’s stormwater management
department. For financial reporting purposes the Stormwater Capital Improvements Fund has been
consolidated with the Stormwater Fund.

27



Town of Hillsborough, North Carolina
Notes to Financial Statements

C. Measurement focus and basis of accounting

In accordance with North Carolina General Statutes (‘“NCGS” or “G.S.”), all funds of the Town are maintained during
the year using the modified accrual basis of accounting.

Government-wide, proprietary, and fiduciary fund financial statements. The government-wide, proprietary,
and fiduciary fund financial statements are reported using the economic resources measurement focus. The
government-wide and proprietary fund financial statements are reported using the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded at the time liabilities are incurred, regardless of
when the related cash flows take place. Nonexchange transactions, in which the Town gives (or receives) value
without directly receiving (or giving) equal value in exchange, include property taxes, grants, and donations. On an
accrual basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue
from grants and donations is recognized in the fiscal year in which all eligibility requirements have been satisfied.

Amounts reported as program revenue include (1) charges to customers or applicants for goods, services, or
privileges provided, (2) operating grants and contributions, and (3) capital grants and contributions, including
special assessments. Internally dedicated resources are reported as general revenues rather than as program
revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues of the Town'’s enterprise funds
are charges to customers for sales and services. The Town also recognizes as operating revenue the portion of tap
fees intended to recover the cost of connecting new customers to the water and sewer system. Operating expenses
for enterprise funds include the cost of sales and services, administrative expenses, and depreciation on capital
assets. All revenues and expenses not meeting this definition are reported as nonoperating revenues and expenses.

Governmental fund financial statements. Governmental funds are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Under this method, revenues are recognized
when measurable and available. Expenditures are recorded when the related fund liability is incurred, except for
principal and interest on general long-term debt, claims and judgments, and compensated absences, which are
recognized as expenditures to the extent they have matured. General capital asset acquisitions are reported as
expenditures in governmental funds. Issuance of general long-term debt and acquisitions under capital leases are
reported as other financing sources.

The Town considers all revenues available if they are collected within 90 days after year-end, except for property
taxes. Ad valorem taxes receivable are not accrued as a revenue, because the amount is not susceptible to accrual.
At June 30, taxes receivable for property other than motor vehicles are materially past due and are not considered
to be an available resource to finance the operations of the subsequent year. Also, as of September 1, 2013, state
law altered the procedures for the assessment and collection of property taxes on registered motor vehicles in North
Carolina. Effective with this change in the law, the state of North Carolina is responsible for billing and collecting
the property taxes on registered motor vehicles on behalf of all municipalities and special tax districts. Property
taxes are due when vehicles are registered. The billed taxes are applicable to the fiscal year in which they are
received. Uncollected taxes that were billed in periods prior to September 1, 2013 and for limited registration plates
are shown as a receivable in these financial statements and are offset by deferred inflows of resources.

Sales taxes and certain intergovernmental revenues, such as utilities franchise tax, collected and held by the state
at year-end on behalf of the Town, are recognized as revenue. Sales taxes are considered a shared revenue for
the Town because the tax is levied by Orange County and then remitted to and distributed by the State. Most
intergovernmental revenues and sales and services are not susceptible to accrual, because generally they are not
measurable until received in cash. All taxes, including those dedicated for specific purposes are reported as general
revenues rather than program revenues. Under the terms of grant agreements, the Town funds certain programs
by a combination of specific cost-reimbursement grants, categorical block grants and general revenues. Thus, when
program expenses are incurred, there are both restricted and unrestricted net position available to finance the
program. It is the Town'’s policy to first apply cost-reimbursement grant resources to such programs, followed by
categorical block grants, and then by general revenues.
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Town of Hillsborough, North Carolina
Notes to Financial Statements

D. Budgetary data

The Town’s budgets are adopted by the governing board as required by the North Carolina General Statutes. An
annual budget is adopted for the General Fund, the Water and Sewer Fund, and the Stormwater Fund. All annual
appropriations lapse at the fiscal year-end. Project ordinances are adopted for all governmental capital project
funds, the WS Capital Project Funds, the water and sewer capital reserve funds, and the Stormwater Capital
Improvements Fund. The WS Capital Project Funds and capital reserve funds are consolidated with the Water and
Sewer Fund for reporting purposes. The Stormwater Capital Improvements Fund is consolidated with the
Stormwater Fund for reporting purposes.

All budgets are prepared using the modified accrual basis of accounting. Expenditures may not legally exceed
appropriations at the functional level for all annually budgeted funds and at the object level for the multiyear funds.
The Town Manager is authorized by the budget ordinance to transfer appropriations and may allow any amount of
money to be transferred between functional areas within a fund. The Town Manager is also authorized to effect
interdepartmental transfers within the same fund, not to exceed 10% of the appropriated monies for the department
whose allocation is reduced. The Finance Director may make minor adjustments to the budget without obtaining
prior governing board approval by formal budget amendment. Such changes must be within a fund and not between
two or more funds. The Finance Director is required to inform the board at the next meeting after the budget
adjustment is made. Budget amendments typically involve larger sums of money and require the governing board’s
approval. During the year, several amendments to the original budget were necessary.

E. (Assets, liabilities, deferred outflows/inflows of resources and fund equity

(1) Deposits and investments

All deposits of the Town are made in board-designated official depositories and are secured as required by state
law (G.S. 159-31). The Town may designate, as an official depository, any bank or savings association whose
principal office is located in North Carolina. Also, the Town may establish time deposit accounts such as NOW and
SuperNOW accounts, money market accounts, and certificates of deposit.

G.S. 159-30(c) authorizes the Town to invest in obligations of the U.S. Treasury; obligations of any agency of the
United States of America, provided the payment of interest and principal of such obligations is fully guaranteed by
the United States; obligations of the state of North Carolina; bonds and notes of any North Carolina local government
or public authority; obligations of certain non-guaranteed federal agencies; certain high quality issues of commercial
paper and bankers' acceptances; and the North Carolina Capital Management Trust (“NCCMT"), an SEC registered
mutual fund dedicated to serving North Carolina public units. The securities of the NCCMT Government Portfolio,
a SEC-registered (2a-7) money market mutual fund, are measured at fair value. Because the NCCMT Government
Portfolio has a weighted average maturity of less than 90 days, they are presented as an investment with a maturity
of less than six months.

(2) Cash and cash equivalents

The Town pools most money from all funds to facilitate disbursement and investment and maximize investment
income. Exceptions of non-pooled funds may include, but are not limited to, unspent bond proceeds, certain capital
project funds and escrowed or endowed funds restricted for specific purposes. For purposes of the Statement of
Cash Flows, the Town’s enterprise funds consider equity in pooled cash and investments to be cash equivalents
as they are essentially demand deposit accounts and short-term investments. Investment income is allocated based
on each fund’'s monthly balance in relation to the total pooled cash balance. Non-pooled investment income is
allocated to the specific beneficiary fund holding those assets.

(3) Restricted assets

The General Fund and the Water and Sewer Fund have unexpended debt proceeds that are classified as restricted
assets because their use is completely restricted to the purpose for which the debt agreements were originally
issued. Customer deposits held by the Town before any services are supplied are restricted to the service for which
the deposit was collected. Powell Bill funds are also classified as restricted cash because they can only be expended
for the purposes of maintaining, repairing, constructing, reconstruction or widening of local streets per
G.S. 136-41.4. In addition, contributions from developers that are restricted by Town ordinance are restricted to the
purpose of the donation.
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Notes to Financial Statements

Town of Hillsborough Restricted Cash

Governmental activities:
General Fund:

Streets $ 395,581
Unspent debt proceeds - garbage truck 300,008
Restricted revenues 47,356

Total governmental activities 742,945

Business-type activities:
Water and Sewer Fund:

Unspent debt proceeds 2,737,850
Customer deposits 595,128
Perpetual maintenance 914,119
Water and sewer capital needs 6,276,798
Total business-type activities 10,523,895
Total restricted cash $ 11,266,840

(4) Advalorem taxes receivable

In accordance with state law [G.S. 105-347 and G.S. 159-13(a)], the Town levies ad valorem taxes on property
other than motor vehicles on July 1, the beginning of the fiscal year. The taxes are due on September 1 (lien date);
however, interest does not accrue until the following January 6. These taxes are based on the assessed values as
of January 1, 2020. As allowed by state law, the Town has established a schedule of discounts that apply to taxes
that are paid prior to the due date. In the Town’s General Fund, ad valorem tax revenues are reported net of such
discounts.

(5) Allowances for doubtful accounts

All receivables that historically experience uncollectible accounts are shown net of an allowance for doubtful
accounts. This amount is estimated by analyzing the percentage of receivables written off in prior years.

(6) Prepaid items

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items
in both government-wide and fund statements, and expensed as items are used.

(7) Capital assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, bridges, sidewalks,
and similar items) are reported in the applicable governmental or business-type activities columns in the
government-wide financial statements. Capital assets are defined by the government as assets with an initial,
individual cost of more than a certain cost and an estimated useful life in excess of two years. Minimum capitalization
costs are as follows:

Cost
Land and easements $ 1
Buildings, improvements 10,000
Distribution system 15,000
Vehicles, furniture and equipment 5,000
Infrastructure 35,000
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Notes to Financial Statements

Donated capital assets received prior to July 1, 2015 are recorded at their estimated fair value at the date of
donation. Donated capital assets received after July 1, 2015 are recorded at acquisition value. All other purchased
or constructed assets are recorded at cost or estimated historical cost. The cost of normal maintenance and repairs
that do not add to the value of the asset or materially extend assets’ lives are not capitalized.

Capital assets are depreciated using the straight-line method over the following estimated useful lives:

Asset Class Estimated Useful Lives
Buildings and building improvements 30 years

Infrastructure 40 years

Plant and distribution systems 50 years

Furnishings, fixtures, equipment and computers 5to 10 years

Vehicles 3to 5 years

(8) Deferred outflows/inflows of resources

In addition to assets, the Statement of Net Position will sometimes report a separate section for deferred outflows
of resources. This separate financial statement element, Deferred Outflows of Resources, represents a
consumption of net position that applies to a future period and so will not be recognized as an expense or
expenditure until then. The Town has two items that meet this criterion: pension deferrals and OPEB deferrals. In
addition to liabilities, the Statement of Net Position will sometimes report a separate section for deferred inflows of
resources. This separate financial statement element, Deferred Inflows of Resources, represents an acquisition of
net position that applies to a future period and so will not be recognized as revenue until then. The Town has three
items that meet the criterion for this category: taxes receivable, pension deferrals and OPEB deferrals.

(9) Long-term obligations

In the government-wide financial statements and the proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental activities or
business-type activities, or proprietary fund-type statement of net position. Long-term debt premiums and discounts
are deferred and amortized over the life of the debt using the straight-line method that approximates the effective
interest method. Long-term debt is reported net of the applicable premiums or discounts. Debt issuance costs,
except for prepaid insurance costs, are expensed in the reporting period in which they are incurred. Prepaid
insurance costs are expensed over the life of the debt.

In fund financial statements, governmental fund types recognize debt premiums and discounts, as well as debt
issuance costs, during the current period. The face amount of debt issued is reported as other financing sources.
Premiums received on debt issuances are reported as other financing sources while discounts on debt issuances
are reported as other financing uses. Issuance costs, whether withheld from the actual debt proceeds received or
not, are reported as debt service expenditures.

(10) Compensated absences

The vacation policy of the Town provides for the accumulation of up to 240 hours earned vacation leave, with such
leave being fully vested when earned. Any vacation leave accumulated over 240 hours at December 31% is
converted to sick leave. For the Town’s government-wide and proprietary funds, an expense and a liability for
compensated absences and the salary-related payments are recorded as the leave is earned. The Town has
assumed a first-in, first-out method of using accumulated compensated time. The portion of that time that is
estimated to be used in the next fiscal year has been designated as a current liability and included in the long-term
liabilities due within one year on the government-wide financial statements.

The Town'’s sick leave policy provides for an unlimited accumulation of earned sick leave. Sick leave does not vest,
but any unused sick leave accumulated at the time of retirement may be used in determination of length of service
for retirement benefit purposes. Since the Town has no obligation for the accumulated sick leave until it is actually
taken, no accrual for sick leave has been made.
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(11) Net position/fund balances

Net position

Net position in government-wide and proprietary fund financial statements is classified as net investment in capital
assets, restricted, and unrestricted. Restricted net position represent constraints on resources that are either
externally imposed by creditors, grantors, contributors, or laws or regulations of other governments, or imposed by
law through state statute.

Fund balances

In the governmental fund financial statements, fund balance is comprised of five classifications designed to disclose
the hierarchy of constraints placed on how the fund balance can be spent.

The governmental fund types classify fund balances as follows:

Restricted fund balance - This classification includes amounts that are restricted to specific purposes externally
imposed by creditors or imposed by law.

Restricted for Stabilization by State Statute — North Carolina G.S. 159-8 prohibits units of government from
budgeting or spending a portion of their fund balance. This is one of several statutes enacted by the North
Carolina State Legislature in the 1930’'s that were designed to improve and maintain the fiscal health of
local government units. Restricted by State statute (“RSS”), is calculated at the end of each fiscal year for
all annually budgeted funds. The calculation in G.S. 159-8(a) provides a formula for determining what
portion of fund balance is available for appropriation. The amount of fund balance not available for
appropriation is what is known as “restricted by State statute”. Appropriated fund balance in any fund shall
not exceed the sum of cash and investments minus the sum of liabilities, encumbrances, and deferred
revenues arising from cash receipts, as those figures stand at the close of the fiscal year next preceding
the budget. Per GASB guidance, RSS is considered a resource upon which a restriction is “imposed by law
through constitutional provisions or enabling legislation.” RSS is reduced by inventories and prepaids as
they are classified as nonspendable. Outstanding Encumbrances are included within RSS. RSSis included
as a component of Restricted Net position and Restricted fund balance on the face of the balance sheet.

Restricted for streets - Powell Bill portion of fund balance that is restricted by revenue source for street
construction and maintenance expenditures. This amount represents the balance of the total unexpended
Powell Bill funds.

Restricted for revenues - Portion of fund balance representing unexpended grants and contributions from
external sources restricted for specific projects.

Committed fund balance - Portion of fund balance that can only be used for specific purposes imposed by the
government through majority vote of the Town’s governing body - the Board of Town Commissioners (highest level
of decision-making authority). The Board of Town Commissioners can, by adoption of an ordinance prior to the end
of the fiscal year, commit fund balance. Once adopted, the limitation imposed by the ordinance remains in place
until a similar action is taken (the adoption of another ordinance) to remove or revise the limitation.

Committed for capital projects - Portion of fund balance that can only be used for the construction of capital
projects.

Assigned fund balance - Portion of fund balance the Town intends to use for specific purposes that are considered
neither restricted nor committed. Unassigned fund balances may be assigned by the Town Board, Town Manager,
or Finance Director for specific purposes through the budget process or agenda items. Although managed as
dedicated to specific areas, amounts are available for appropriation by the Town Board.

Assigned for subsequent year’s expenditures - Portion of fund balance that is appropriated in the next year’s
budget that is not already classified in restricted or committed. The governing body approves the
appropriation.
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Unassigned fund balance - Portion of fund balance that has not been restricted, committed, or assigned to specific
purposes or other funds. Unassigned fund balance is the residual classification for the General Fund. Other
governmental funds cannot report positive unassigned fund balance but can report negative unassigned fund
balance if expenditures incurred for specific purposes exceeded the amounts restricted, committed, or assigned to
those purposes.

The Town has a revenue-spending policy that provides guidance for programs with multiple revenue sources. The
Finance Officer will use resources in the following hierarchy: bond and installment financing proceeds, federal funds,
state funds, local non-town funds, and town funds. For purposes of fund balance classification, expenditures are to
be spent from restricted fund balance first, followed in order by committed fund balance, assigned fund balance
and, finally, unassigned fund balance. The Finance Officer has the authority to deviate from this policy, if it is in the
best interest of the Town.

The Town has adopted a minimum fund balance policy for the General Fund which instructs management to
conduct the business of the Town in such a manner that available fund balance is between 20% and 60% of
operating expenditures, with a target of 33%, or the equivalent of four months of operating expenditures.

(12) Defined benefit cost-sharing plans

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of resources
related to pensions, and pension expense, information about the fiduciary net position of the Local Governmental
Employee’s Retirement System (“LGERS”) and additions to/deductions from LGERS’ fiduciary net position have
been determined on the same basis as they are reported by LGERS. For this purpose, plan member contributions
are recognized in the period in which the contributions are due. The Town’s employer contributions are recognized
when due and the Town has a legal requirement to provide the contributions. Benefits and refunds are recognized
when due and payable in accordance with the terms of LGERS. Investments are reported at fair value purposes.

2. Stewardship, Compliance and Accountability

A. Significant Violations of Finance-Related Legal and Contractual Provisions

Contractual Violation

The “Contract to Audit Accounts”, for all local units of government in North Carolina, states that all audits
are to be performed and the report of audit submitted to the State and Local Government Finance Division
within four months of the fiscal year-end. In other words, the audited financial statements for the fiscal
year ended June 30, 2021 is due on October 31, 2021. The submission of the Town’s audited financial
statements is substantially late in violation of the “Contract to Audit Accounts”. The Town believes this
was an isolated situation due to turnover in the Town’s Finance staff and the assignment of sufficient
resources from the external audit firm engaged to perform the audit. The Town has engaged additional
contractual resources to assist the Town and its component units with the preparation of year-end
financial information in a timely manner in order to submit audited financial statements in accordance with
the “Contract to Audit Accounts”.
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3. Detail Notes on All Funds

A. Assets

(1) Deposits and Investments

All of the deposits of the Town, the Authority, and the Tourism Board are either insured or collateralized by using
one of two methods. Under the Dedicated Method, all deposits that exceed the federal depository insurance
coverage level are collateralized with securities held by the Town'’s, the Authority’s, or the Tourism Board’s agents
in the entities’ names. Under the Pooling Method, which is a collateral pool, all uninsured deposits are collateralized
with securities held by the State Treasurer’s agent in the name of the State Treasurer. Since the State Treasurer is
acting in a fiduciary capacity for the Town, the Authority, and the Tourism Board, these deposits are considered to
be held by their agents in the entities’ names. The amount of the pledged collateral is based on an approved
averaging method for noninterest-bearing deposits and the actual current balance for interest-bearing deposits.
Depositories using the Pooling Method report to the State Treasurer the adequacy of their pooled collateral covering
uninsured deposits. The State Treasurer does not confirm this information with the Town, the Authority, the Tourism
Board, or the escrow agent. Because of the inability to measure the exact amounts of collateral pledged for the
Town, the Authority, or the Tourism Board under the Pooling Method, the potential exists for under-collateralization,
and this risk may increase in periods of high cash flows. However, the State Treasurer of North Carolina enforces
strict standards of financial stability for each depository that collateralizes public deposits under the Pooling Method.
The Town has no formal policy regarding custodial credit risk for deposits, but relies on the State Treasurer to
enforce standards of minimum capitalization for all pooling method financial institutions and to monitor them for
compliance. The Town complies with the provisions of G.S. 159-31 when designating official depositories and
verifying that deposits are properly secured. The Authority and the Tourism Board have no formal policy regarding
custodial credit risk for deposits.

The Town'’s deposits had a carrying amount of $3,696,071 and a bank balance of $4,014,140 at June 30, 2021. Of
the bank balance, $328,593 was covered by federal depository insurance and $3,685,547 in interest-bearing
deposits were covered under the Pooling Method. The Town had $1,050 in petty cash on hand at June 30, 2021.

The Authority’s deposits had a carrying amount and bank balance of $261,409 at June 30, 2021. Of the bank
balance, $250,000 was covered by federal depository insurance and $11,409 in interest-bearing deposits were
covered under the Pooling Method.

The Tourism Board’'s deposits had a carrying amount of $334,824 and a bank balance of $335,526 at June 30,
2021. Of the bank balance, $250,000 was covered by federal depository insurance, and $85,526 of demand
deposits were covered under the Pooling Method.

Investments

The following table summarizes the Town’s investment balances at June 30, 2021:

Valuation Book
Measurement Value at
Investments by Type Method 6/30/2021 Maturity Rating
First American Funds, Inc. - Government
Obligations Fund Class D Level 1 $ 300,008 N/A AAAmM
North Carolina Capital Management
Trust - Governmental Portfolio Level 1 29,787,114 N/A AAAM
_$30087.122

All investments are measured using the market approach: using prices and other relevant information generated by
market transactions involving identical or comparable assets of a group of assets.
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Level of fair value hierarchy:

Level 1 - Debt securities are valued using directly observable, quoted prices (unadjusted) in active markets
for identical assets.

The Town does not have a formal investment policy.

Credit Risk. The Town has no formal policy regarding credit risk, but has internal management procedures that
limits the Town’s investments to the provisions of G.S. 159-30 and restricts the purchase of securities to the highest
possible ratings whenever particular types of securities are rated. The Town’'s investment in the NCCMT -
Government Portfolio and First American Funds, Inc. - Government Obligations Fund Class D carried credit ratings
of AAAm by Standard & Poor’s as of June 30, 2021.

(3) Due from other governments

Amounts due from other governments consist of the following:

Governmental
Activities
General Fund:

Sales and use tax distribution $ 527,167
Utilities franchise and telecommunications tax 141,202
Sales tax refunds 148,434
Other government agencies 84,989
Total due from other governments $ 901,792

(4) Receivables - allowances for doubtful accounts

The amounts presented in the Balance Sheet and the Statement of Net Position for the year ended June 30, 2021
are net of the following allowances for doubtful accounts:

Governmental
Activities
General Fund:
Property taxes receivable $ 43,000
Business-type
Activities
Water and Sewer Fund:
Accounts receivable $ 178,000
Stormwater Fund:
Accounts receivable 4,000
Total allowance for doubtful accounts $ 182,000

(5) Due from primary government

Amounts due from the primary government consist of $25,860 in occupancy taxes and $102,676 in food and
beverage taxes collected by the Town and remitted to the Authority and the Board, respectively.
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(6) Capital assets
Governmental capital asset activity for the year ended June 30, 2021 was as follows:
Beginning Ending
Balances Additions Deletions Balances
Governmental activities:
Capital assets not depreciated:
Land $ 4,657,781 $ 222,208 $ - $ 4,879,989
Construction-in-progress 145,692 356,481 249,033 253,140
4,803,473 578,689 249,033 5,133,129
Capital assets being depreciated:
Buildings and improvements 8,931,637 249,033 - 9,180,670
Infrastructure 13,062,862 45,086 - 13,107,948
Equipment 971,364 126,637 5,014 1,092,987
Vehicles 4,368,092 5,517 - 4,373,609
27,333,955 426,273 5,014 27,755,214
Less accumulated depreciation for:
Buildings and improvements 2,731,026 293,343 - 3,024,369
Infrastructure 1,409,452 327,287 - 1,736,739
Equipment 645,793 83,573 - 729,366
Vehicles 3,778,012 261,174 - 4,039,186
8,564,283 965,377 - 9,529,660
Capital assets being depreciated, nel 18,769,672 (539,104) 5,014 18,225,554
Capital assets, net $ 23,573,145 $ 39585 $ 254,047 $ 23,358,683
Depreciation expense was charged to the following functions:
General government $ 236,666
Public safety 283,530
Transportation 328,671
Economic and physical development 81,363
Environmental protection 35,147
$ 965,377
Business-type capital asset activity for the year ended June 30, 2021 was as follows:
Beginning Ending
Balances Additions Deletions Balances
Business-type activities:
Water and sewer:
Capital assets not depreciated:
Land $ 6,099,275 $ - $ - $ 6,099,275
Construction-in-progress 11,067,121 2,029,569 10,692,286 2,404,404
17,166,396 2,029,569 10,692,286 8,503,679
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Beginning Ending
Balances Additions Deletions Balances
Business-type activities:
Water and sewer (continued):
Capital assets being depreciated:
Buildings and improvements $ 27,927,519 $ 10,692,286 $ - $ 38,619,805
Plant and distribution systems 35,835,150 289,872 - 36,125,022
Infrastructure 739,873 13,561 - 753,434
Equipment 1,861,646 - - 1,861,646
Vehicles 1,036,413 - - 1,036,413
67,400,601 10,995,719 - 78,396,320
Less accumulated depreciation for:
Buildings and improvements 11,004,769 809,608 - 11,814,377
Plant and distribution systems 10,536,036 653,487 - 11,189,523
Infrastructure 135,730 17,368 - 153,098
Equipment 1,482,401 102,731 - 1,585,132
Vehicles 802,512 102,534 - 905,046
23,961,448 1,685,728 - 25,647,176
Capital assets being depreciated, net 43,439,153 9,309,991 - 52,749,144
Capital assets, net $ 60,605549 $ 11,339,560 $ 10,692,286 $ 61,252,823
Beginning Ending
Balances Additions Deletions Balances
Business-type activities:
Stormwater:
Capital assets not depreciated:
Land $ 33,813 $ - % - $ 33,813
33,813 - - 33,813
Capital assets being depreciated:
Infrastructure 2,133,177 - - 2,133,177
Equipment 31,606 - - 31,606
Vehicles 20,762 - - 20,762
2,185,545 - - 2,185,545
Less accumulated depreciation for:
Infrastructure 341,689 53,329 - 395,018
Equipment 3,437 3,161 - 6,598
Vehicles 20,762 - - 20,762
365,888 56,490 - 422,378
Capital assets being depreciated, nel 1,819,657 (56,490) - 1,763,167
Capital assets, net $ 1853470 $ (56,490) $ - $ 1,796,980
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(7)  Construction commitments

The Town has active construction projects as of June 30, 2021 with the following remaining commitments:

Estimated
Remaining
Spentto Date  Commitment

Governmental Projects:

Transportation Improvement Project ("TIP") $ 3,834 $ 1,075,000

Valley Forge Road Project 44,418 511,000

Public Works Building Project 25,982 128,000
Business-type Projects:

Mill Creek Road Project 2,166,918 1,111,000

Various water and sewer projects 587,658 2,109,000

$ 2,828,810 $ 4,934,000

B. Liabilities

(1) Pension plans and postemployment obligations

(8) Local Governmental Employees’ Retirement System

Plan description. The Town is a participating employer in the statewide Local Governmental Employees’ Retirement
System (LGERS), a cost-sharing multiple-employer defined benefit pension plan administered by the state of North
Carolina. LGERS membership is comprised of general employees and local law enforcement officers (“LEOs”) of
participating local governmental entities. Article 3 of G.S. Chapter 128 assigns the authority to establish and amend
benefit provisions to the North Carolina General Assembly. Management of the plan is vested in the LGERS Board
of Trustees, which consists of 13 members - nine appointed by the Governor, one appointed by the State Senate,
one appointed by the House of Representatives, and the State Treasurer and State Superintendent, who serve as
ex-officio members. The Local Governmental Employees’ Retirement System is included in the Annual
Comprehensive Financial Report (“ACFR”) for the state of North Carolina. The State’s ACFR includes financial
statements and required supplementary information for LGERS. That report may be obtained by writing to the Office
of the State Controller, 1410 Mail Service Center, Raleigh, North Carolina 27699-1410, or by calling (919) 981-5454.

Benefits provided. LGERS provides retirement and survivor benefits. Retirement benefits are determined as 1.85%
of the member’s average final compensation times the member’s years of creditable service. A member’s average
final compensation is calculated as the average of a member’s four highest consecutive years of compensation. Plan
members are eligible to retire with full retirement benefits at age 65 with five years of creditable service, at age 60
with 25 years of creditable service, or at any age with 30 years of creditable service. Plan members are eligible to
retire with partial retirement benefits at age 50 with 20 years of creditable service or at age 60 with five years of
creditable service. Survivor benefits are available to eligible beneficiaries of members who die while in active service
or within 180 days of their last day of service and who have either completed 20 years of creditable service regardless
of age or have completed five years of service and have reached age 60. Eligible beneficiaries may elect to receive
a monthly Survivor's Alternate Benefit for life or a return of the member’s contributions. The plan does not provide
for automatic post-retirement benefit increases. Increases are contingent upon actuarial gains of the plan.

LGERS plan members who are LEOs are eligible to retire with full retirement benefits at age 55 with five years of
creditable service as an officer, or at any age with 30 years of creditable service. LEO plan members are eligible
to retire with partial retirement benefits at age 50 with 15 years of creditable service as an officer. Survivor benefits
are available to eligible beneficiaries of LEO members who die while in active service or within 180 days of their
last day of service and who also have either completed 20 years of creditable service regardless of age, or have
completed 15 years of service as a LEO and have reached age 50, or have completed five years of creditable
service as a LEO and have reached age 55, or have completed 15 years of creditable service as a LEO if killed in
the line of duty. Eligible beneficiaries may elect to receive a monthly Survivor's Alternate Benefit for life or a return
of the member’s contributions.
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Contributions. Contribution provisions are established by G.S. 128-30 and may be amended only by the North
Carolina General Assembly. Town employees are required to contribute 6% of their compensation. Employer
contributions are actuarially determined and set annually by the LGERS Board of Trustees. The Town’s
contractually required contribution rate for the year ended June 30, 2021 was 10.9% of compensation for law
enforcement officers and 10.15% for general employees, actuarially determined as an amount that, when combined
with employee contributions, is expected to finance the costs of benefits earned by employees during the year.
Contributions to the pension plan from the Town were $632,182 for the year ended June 30, 2021.

Refunds of contributions. Town employees who have terminated service as a contributing member of LGERS, may
file an application for a refund of their contributions. By state law, refunds to members with at least five years of
service include 4% interest. State law requires a 60-day waiting period after service termination before the refund
may be paid. The acceptance of a refund payment cancels the individual’s right to employer contributions or any
other benefit provided by LGERS.

Pension liabilities, pension expense, and deferred outflows of resources and deferred inflows of resources
related to pensions

The Town reported a liability, at June 30, 2021, of $3,292,912 for its proportionate share of the net pension liability.
The net pension liability was measured as of June 30, 2020. The total pension liability used to calculate the net pension
liability was determined by an actuarial valuation as of December 31, 2019. The total pension liability was then rolled
forward to the measurement date of June 30, 2020 utilizing update procedures incorporating the actuarial
assumptions. The Town'’s proportion of the net pension liability was based on a projection of the Town’s long-term
share of future payroll covered by the pension plan, relative to the projected future payroll covered by the pension plan
of all participating LGERS employers, actuarially determined. The Town'’s proportion, at June 30, 2020 (measurement
date), was 0.09215%, which was a increase of 0.0016% from its proportion measured as of June 30, 2019.

For the year ended June 30, 2021, the Town recognized pension expense of $1,138,547. The Town reported, at
June 30, 2021, deferred outflows of resources and deferred inflows of resources related to pensions from the
following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 415,837 $ -
Changes in assumptions and/or other inputs 245,057 -
Net difference between projected and actual earnings
on pension plan investments 463,389 -
Changes in proportion and differences between employer
contributions and proportionate share of contributions 26,400 23,976
Contributions subsequent to the measurement date 632,182 -
Total deferrals $ 1,782,865 $ 23,976

$632,182 of the amount reported as deferred outflows of resources related to the Town'’s contributions subsequent
to the measurement date that will be recognized as a decrease of the net pension liability in the year ended June 30,
2022. Other amounts reported as deferred outflows and inflows of resources related to pensions will be recognized
in pension expense as follows:

Years ending June 30:

2022 $ 317,591
2023 422,382
2024 249,595
2025 137,139

Total $ 1,126,707
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Actuarial assumptions. The total pension liability in the December 31, 2019 actuarial valuation was determined
using the following actuarial assumptions, applied to all periods included in the measurement:

Inflation 3.00%
Salary increases 3.50 to 8.10%, including inflation and productivity factor
Investment rate of return 7.00%, net of pension plan investment expense, including inflation

The plan currently uses mortality tables that vary by age, gender, employee group (i.e., general, law enforcement
officer etc.) and health status (i.e., disabled and healthy). The current mortality rates are based on published tables
and based on studies that cover significant portions of the U.S. population. The healthy mortality rates also contain
a provision to reflect future mortality improvements.

The actuarial assumptions used in the December 31, 2019 valuation were based on the results of an actuarial
experience study as of December 31, 2014.

Future ad hoc COLA amounts are not considered to be substantively automatic and are therefore not included in
the measurement.

The projected long-term investment returns and inflation assumptions are developed through review of current and
historical capital markets data, sell-side investment research, consultant whitepapers, and historical performance
of investment strategies. Fixed income return projections reflect current yields across the U.S. Treasury yield curve
and market expectations of forward yields projected and interpolated for multiple tenors and over multiple year
horizons. Global public equity return projections are established through analysis of the equity risk premium and
the fixed income return projections. Other asset categories and strategies’ return projections reflect the foregoing
and historical data analysis. These projections are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by adding expected
inflation. The target allocation and best estimates of arithmetic real rates of return for each major asset class as of
June 30, 2020 are summarized in the following table:

Long-Term
Expected
Target Real Rate
Asset Class Allocation of Return

Fixed Income 29.0% 1.4%
Global Equity 42.0% 5.3%
Real Estate 8.0% 4.3%
Alternatives 8.0% 8.9%
Credit 7.0% 6.0%
Inflation Protection 6.0% 4.0%

Total 100.0%

The information above is based on 30-year expectations developed with the consulting actuary for the 2019 asset,
liability, and investment policy study for the North Carolina Retirement Systems, including LGERS. The long-term
nominal rates of return underlying the real rates of return are arithmetic annualized figures. The real rates of return
are calculated from nominal rates by multiplicatively subtracting a long-term inflation assumption of 3.0 percent. All
rates of return and inflation are annualized.
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Discount rate. The discount rate used to measure the total pension liability was 7.00 percent. The projection of cash
flows used to determine the discount rate assumed that contributions from plan members will be made at the current
contribution rate and that contributions from employers will be made at statutorily required rates, actuarially
determined. Based on these assumptions, the pension plan’s fiduciary net position was projected to be available to
make all projected future benefit payments of the current plan members. Therefore, the long-term expected rate of
return on pension plan investments was applied to all periods of projected benefit payments to determine the total
pension liability.

Sensitivity of the Town'’s proportionate share of the net pension liability to changes in the discount rate. The following
presents the Town'’s proportionate share of the net pension liability calculated using the discount rate of 7.00%, as
well as what the Town’s proportionate share of the net pension asset or net pension liability would be if it were
calculated using a discount rate that is one percentage point lower (6.00 percent) or one percentage point higher
(8.00 percent) than the current rate:

1% Discount 1%
Decrease Rate Increase
(6.00%) (7.00%) (8.00%)
Town's proportionate share of the
net pension liability $ 6,680,960 $ 3,292,912 $ 477,206

Pension plan fiduciary net position. Detailed information about the pension plan’s fiduciary net position is available
in the separately issued ACFR for the state of North Carolina.

(b) Law Enforcement Officers’ Special Separation Allowance

0] Plan description.

The Town administers a public employee retirement system (the Separation Allowance), a single-employer defined
benefit pension plan that provides retirement benefits to the Town’s qualified sworn law enforcement officers under
the age of 62 who have completed at least 30 years of creditable service or have attained 55 years of age and have
completed five or more years of creditable service. The Separation Allowance is equal to 0.85 percent of the annual
equivalent of the base rate of compensation most recently applicable to the officer for each year of creditable
service. The retirement benefits are not subject to any increases in salary or retirement allowances that may be
authorized by the General Assembly. Article 12D of G.S. Chapter 143 assigns the authority to establish and amend
benefit provisions to the North Carolina General Assembly.

All full-time law enforcement officers of the Town are covered by the Separation Allowance. The Separation
Allowance’s membership, at December 31, 2019 (valuation date), consisted of:

Retirees receiving benefits 3
Terminated plan members entitled to, but not yet receiving benefits

Active plan members 29
Total 32
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(i)  Summary of significant accounting policies

Basis of accounting. The Town has chosen to fund the Separation Allowance on a pay-as-you-go basis. Pension
expenditures are made from the General Fund, which is maintained on the modified accrual basis of accounting.
Benefits are recognized when due and payable in accordance with the terms of the plan.

The Separation Allowance has no assets accumulated in a trust that meets the criteria which are outlined in GASB
Statement 73.

(iii) Actuarial assumptions:

The entry age actuarial cost method was used in the December 31, 2019 valuation. The total pension liability in the
December 31, 2019 actuarial valuation was determined using the following actuarial assumptions, applied to all
periods included in the measurement:

Inflation 2.50 percent
Salary increases 3.25 to 7.75 percent (includes inflation at 2.50%
Discount rate 1.93 percent (includes inflation at 2.50%)

The discount rate used to measure the total pension liability is the S&P Municipal Bond 20 Year High Grade Rate
Index.

All mortality rates use Pub-2010 amount-weighted tables and are projected from 2010 using generational
improvement with Scale MP-2019.

(iv) Change in actuarial assumptions:

Based on the results of an Experience Study completed by the Actuary for the LGERS for the five-year period
ending December 31, 2019 several assumptions were updated including mortality rates, salary increase rates, real
wage growth, etc.

The Municipal Bond Index Rate decreased from 3.26 percent to 1.93 percent.

(v)  Contributions:

The Town is required by Article 12D of G. S. Chapter 143 to provide these retirement benefits and has chosen to
fund the benefit payments on a pay-as-you-go basis through appropriations made in the General Fund operating
budget. The Town’s obligation to contribute to this plan is established and may be amended by the North Carolina
General Assembly. There were no contributions made by employees. Administration costs of the Separation
Allowance are financed through investment earnings. The Town paid $28,760 as benefits came due for the reporting
period.

(vi) Pension liabilities, pension expense, and deferred outflows of resources and deferred inflows of resources
related to pensions:

At June 30, 2021, the Town reported a total pension liability of $1,316,618. The total pension liability was measured
as of December 31, 2020 based on a December 31, 2019 actuarial valuation. The total pension liability was then
rolled forward to the measurement date of December 31, 2020 utilizing update procedures incorporating the
actuarial assumptions. For the year ended June 30, 2021, the Town recognized pension expense of $173,538.
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Deferred Deferred

Outflows of Inflows of

Resources Resources
Differences between expected and actual experience $ 120,870 $ 19,124
Changes in assumptions and/or other inputs 348,140 17,967

Benefit payments and administrative costs made sub-

sequent to the measurement date 17,367 -
Total deferrals $ 486,377 $ 37,091

The $17,367 paid as benefits came due subsequent to the measurement date have been reported as deferred
outflows of resources. Other amounts reported as deferred outflows and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:

Years ending June 30:

2022 $ 93,020
2023 94,484
2024 87,861
2025 79,863
2026 76,691

Total $ 431,919

(vii) Sensitivity of the Town’s total pension liability to changes in the discount rate:

The following presents the Town'’s total pension liability calculated using the discount rate of 1.93 percent, as well
as what the Town'’s total pension liability would be if it were calculated using a discount rate that is 1-percentage-
point lower (0.93 percent) or 1-percentage-point higher (2.93 percent) than the current rate:

1% Discount 1%
Decrease Rate Increase
(0.93%) (1.93%) (2.93%)
Total pension liability $ 1,433,439 $ 1,316,618 $ 1,210,208

Schedule of Changes in Total Pension Liability
Law Enforcement Officers’ Special Separation Allowance

2021
Beginning balance $ 783,583
Service cost 54,522
Interest on the total pension liability 25,173
Differences between expected and actual experience
in the measurement of the total pension liability 96,611
Changes in assumptions and/or other inputs 379,515
Benefit payments (22,786)
Ending balance $ 1,316,618
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The plan currently uses mortality tables that vary by age, and health status (i.e., disabled and healthy). The current
mortality rates are based on published tables and based on studies that cover significant portions of the U.S.
population. The healthy mortality rates also contain a provision to reflect future mortality improvements.

The actuarial assumptions used in the December 31, 2019 valuation were based on the results of an experience
study completed by the Actuary for the Local Government Employees’ Retirement System for the five-year period
ending December 31, 2019.

(c) Total expense, liabilities and deferred outflows and inflows of resources related to pensions

Following is information related to the proportionate share and pension expense for all pension plans:

LGERS LEOSSA Total
Pension expense $ 1,138,547 $ 173,538 $ 1,312,085
Pension liabilities 3,292,912 1,316,618 4,609,530
Proportionate share of net pension liability 0.09215% N/A N/A
Deferred outflows of resources:
Differences between expected and actual
experience 415,837 120,870 536,707
Changes in assumptions and/or other inputs 245,057 348,140 593,197
Net difference between projected and actual
earnings on plan investments 463,389 - 463,389

Changes in proportion and differences

between contributions and proprotionate

share of contributions 26,400 - 26,400
Contributions, benefit payments, and admini-

strative costs paid subsequent to the

measurement date 632,182 17,367 649,549

Deferred inflows of resources:
Differences between expected and actual
experience - 19,124 19,124
Changes in assumptions and/or other inputs - 17,967 17,967
Changes in proportion and differences
between contributions and proprotionate
share of contributions 23,976 - 23,976

(d) Supplemental Retirement Income Plan

Plan description. The Town contributes to the Supplemental Retirement Income Plan (the “Plan”), a defined
contribution pension plan administered by the Department of State Treasurer and a Board of Trustees. The Plan
provides retirement benefits to law enforcement officers employed by the Town. Article 5 of G.S. Chapter 135
assigns the authority to establish and amend benefit provisions to the North Carolina General Assembly. The
Supplemental Retirement Income Plan for Law Enforcement Officers is included in the ACFR for the state of North
Carolina. The State’s ACFR includes the pension trust fund financial statements for the Internal Revenue Section
401(K) plan that includes the Supplemental Retirement Income Plan for Law Enforcement Officers. That report may
be obtained by writing to the Office of the State Controller, 1410 Mail Service Center, Raleigh, North Carolina 27699-
1410, or by calling (919) 981-5454. Additionally, the Town has elected to include all permanent, full-time employees
under this Plan.
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Funding policy. Article 12E of G.S. Chapter 143 requires the Town to contribute each month an amount equal to
5% of each officer’s salary, and all amounts contributed are vested immediately. The Town has elected to contribute
each month an amount equal to 5.0% of each participating general employee’s salary. Also, the participants may
make voluntary contributions to the Plan. Contributions for the year ended June 30, 2021 were $537,964, which
consisted of $322,726 from the Town and $215,238 from employees.

(2) Other postemployment benefit

Healthcare Benefits

Plan description. According to a town resolution, the Town administers a single-employer defined benefit Healthcare
Plan (the “HC Plan”). The HC Plan provides post-retirement healthcare benefits until they become eligible for
Medicare to retirees of the Town who were hired before February 9, 2009, who have at least 20 years of creditable
service, and who attain age 55 for regular employees and age 52 for law enforcement employees. Employees hired
on or after February 9, 2009, must complete 30 years of service and attain age 60 for regular employees and age
57 for law enforcement employees before becoming eligible for post-retirement benefits. The Town pays the full
cost of coverage for these benefits. The Town’s governing board may amend the benefit provisions. A separate
report was not issued for the HC Plan.

Law Enforcement Non-Law Enforcement

Hired On Hired On
Hired Before or After Hired Before or After
Retired Employees’ Years February 9, February 9, February 9, February 9,
of Creditable Service 2009 2009 2009 2009

Less than 20 years’ continuous service

20 or more years’ continuous service:

Before age 52

Age 52 to 55

Age 55 until eligible for Medicare

30 or more years’ continuous service:

Before age 57

Age 57 to 60

Age 60 until eligible for Medicare

Not eligible for
coverage

Not eligible for
coverage

Full coverage
paid for by Town
Full coverage
paid for by Town

Full coverage
paid for by Town
Full coverage
paid for by Town
Full coverage
paid for by Town

Not eligible for
coverage

Not eligible for
coverage
Not eligible for
coverage
Not eligible for
coverage

Not eligible for
coverage

Full coverage
paid for by Town
Full coverage
paid for by Town

Not eligible for

coverage

Not eligible for

coverage

Not eligible for

coverage
Full coverage

paid for by Town

Full coverage

paid for by Town

Full coverage

paid for by Town

Full coverage

paid for by Town

Not eligible for
coverage

Not eligible for
coverage
Not eligible for
coverage
Not eligible for
coverage

Not eligible for
coverage

Not eligible for
coverage

Full coverage
paid for by Town

Membership of the HC Plan consisted of the following at June 30, 2019, the date of the latest actuarial valuation:

Law
General Enforcement
Employees Officers
Retirees and dependents receiving benefits 3 2
Active plan members 74 31
Total 77 33
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Total OPEB liability

The Town’s total OPEB liability of $1,318,673 was measured as of June 30, 2020 and was determined by an
actuarial valuation as of June 30, 2019.

Actuarial assumptions and other inputs. The total OPEB liability in the June 30, 2019 actuarial valuation was
determined using the following actuarial assumptions and other inputs, applied to all periods included in the
measurement unless otherwise specified:

Inflation and wage inflation ~ 2.50 percent and 3.50 percent, respectively

Real wage growth 1.00%
Salary increases 3.50 to 7.75 percent, including inflation and productivity factor
Discount rate 2.21 percent

Healthcare cost trend rates  7.00% decreasing to an ultimate rate of 4.50% by 2026

The discount rate is based on the June average of the Bond Buyer General Obligation 20-year Municipal Bond
Index published weekly by The Bond Buyer.

Changes in the total OPEB liability

2021
Beginning balance $ 1,175,291
Service cost 35,773
Interest on the total pension liability 40,828
Differences between expected and actual experience
in the measurement of the total pension liability 33,091
Changes in assumptions and/or other inputs 123,589
Net benefit payments and implicit subsidy credit (89,899)
Ending balance $ 1,318,673

The net benefit payments shown above include $19,700 due to the implicit subsidy. Changes in assumptions and
other inputs reflect a change in the discount rate from 3.50% to 2.21%.

Mortality rates were based on the RP-2014 mortality tables, with adjustments for LGERS experience and
generational mortality improvements using Scale MP-2015.

The demographic actuarial assumptions for retirement, disability incidence, withdrawal, and salary increases used
in the June 30, 2019 valuation were based on the results of an actuarial experience study for the period January 1,
2010 through December 31, 2014, adopted by the LGERS Board.

The remaining actuarial assumptions (e.qg., initial per capita costs, health care cost trends, rate of plan participation,
rates of plan election, etc.) used in the June 30, 2019 valuation were based on a review of recent plan experience
done concurrently with the June 30, 2019 valuation.

Sensitivity of the total OPEB liability to changes in the discount rate. The following presents the total OPEB liability
of the Town, as well as what the Town’s total OPEB liability would be if it were calculated using a discount rate that
is 1 percentage point lower (1.21 percent) or 1 percentage point higher (3.21 percent) than the current rate:

1% Discount 1%
Decrease Rate Increase
(1.21%) (2.21%) (3.21%)
Total OPEB liability $ 1,423,288 $ 1,318,673 $ 1,221,766
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Sensitivity of the total OPEB liability to changes in the healthcare cost trend rates. The following presents the total
OPERB liability of the Town, as well as what the Town'’s total OPEB liability would be if it were calculated using a
discount rate that is 1 percentage point lower or 1 percentage point higher than the current rate:

Current
1% Healthcare 1%
Decrease Trend Rate Increase
Total OPEB liability $ 1,183,047 $ 1,318,673 $ 1,475,351

OPEB expense and deferred outflows of resources and deferred inflows of resources related to OPEB

The Town recognized OPEB expense of $33,813 for the year ended June 30, 2021. The Town reported, at June
30, 2021, deferred outflows of resources and deferred inflows of resources related to OPEB from the following
sources:

Deferred Deferred

Outflows of Inflows of

Resources Resources
Differences between expected and actual experience $ 35,202 $ 361,084
Changes in assumptions and/or other inputs 131,134 72,725

Benefit payments and administrative costs made sub-

sequent to the measurement date 44,252 -
Total deferrals $ 210,588 $ 433,809

$44,252 reported as deferred outflows of resources related to OPEB resulting from benefit payments made and
administrative expenses incurred subsequent to the measurement date will be recognized as a decrease of the
total OPEB liability in the year ended June 30, 2022. Other amounts reported as deferred inflows of resources
related to OPEB will be recognized in OPEB expense as follows:

Years ending June 30:

2022 $  (43,959)
2023 (43,959)
2024 (43,959)
2025 (43,959)
2026 (41,647)
Thereafter (49,990)

Total $ (267,473)
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(3) Other employment benefit

The Town has also elected to provide death benefits to employees through the Death Benefit Plan for Members of
the Local Governmental Employees’ Retirement System (“Death Benefit Plan”), a multiple-employer, state-
administered, cost-sharing plan funded on a one-year term cost basis. The beneficiaries of those employees who
die in active service after one year of contributing membership in the System, or who die within 180 days after
retirement or termination of service, and have at least one year of contributing membership in the System at the
time of death, are eligible for death benefits. Lump-sum death benefit payments to beneficiaries are equal to the
employee’s 12 highest months’ salary in a row during the 24 months prior to the employee’s death, but the benefit
may not exceed $50,000 or be less than $25,000. All death benefit payments are made from the Death Benefit
Plan. The Town has no liability beyond the payment of monthly contributions. The contributions to the Death Benefit
Plan cannot be separated between the post-employment benefit amount and the other benefit amount.
Contributions are determined as a percentage of monthly payroll based upon rates established annually by the
State. Separate rates are set for employees not engaged in law enforcement and for law enforcement officers. The
Town considers these contributions to be immaterial.

(4) Accounts payable and accrued liabilities

Accounts payable and accrued liabilities at June 30, 2021 were as follows:

Governmental Activities

Other
General Governmental
Fund Funds Total
Accounts payable to vendors $ 260,871 $ 7,882 $ 268,753
Accrued payroll and related liabilities 242,571 - 242,571
Other - - -
$ 503,442 $ 7,882 $ 511,324
Business-type Activities
Water and
Sewer Stormwater
Fund Fund Total
Accounts payable to vendors $ 357,394 $ 1,905 $ 359,299
Accrued payroll and related liabilities 77,806 8,405 86,211
Other 2,119 - 2,119
$ 437,319 $ 10,310 $ 447,629
Component Units
The The
Authority Tourism Board Total
Accounts payable to vendors $ 2,282 $ 6,474 $ 8,756
Accrued payroll and related liabilities - - -
Other - - -

$ 2,282 $ 6,474 $ 8,756
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(5) Due to component units

Amounts due to component units consist of $25,860 in occupancy taxes and $102,676 in food and beverage taxes
collected by the Town and remitted to the Authority and the Tourism Board, respectively.

(6) Deferred outflows and inflows of resources

Deferred outflows of resources at year-end is comprised of the following:

Modified Full
Accrual Accrual
Governmental activities:
Pension - LGERS $ - $ 1,173,125
Pension - LEOSSA - 486,377
OPEB - 126,354
Total $ - $ 1,785,856
Business-type activities:
Pension - LGERS $ 609,740
OPEB 84,235
Total $ 693,975

Deferred inflows of resources at year-end is comprised of the following:

Modified Full
Accrual Accrual
Governmental activities:
Unavailable revenue:

Property taxes receivable $ 141,526 $ -
Pension - LGERS - 15,777
Pension - LEOSSA - 37,091
OPEB - 260,286

Total governmental activities $ 141,526 $ 313,154

Business-type activities:
Pension - LGERS $ 8,199
OPEB 173,523
Total business-type activities $ 181,722

(7) Risk management

The Town is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. The Town participates in three self-funded risk
financing pools administered by the North Carolina League of Municipalities. Through these pools, the Town obtains
general liability coverage of $5 million per occurrence; auto liability coverage of $5 million per occurrence; property
coverage up to the total insurance values of the property policy; and workers’ compensation coverage up to statutory
limits. The property/liability and workers compensation pools are reinsured through commercial companies for
single occurrence claims against general liability and auto liability in excess of $1 million, property in excess of
$500,000, and $1 million up to statutory limits for workers’ compensation. The property liability pool has an
aggregate limit for the total property losses in a single year, with the reinsurance limit based upon a percentage of
the total insurance values.
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The Town carries commercial insurance for all other risks of loss, including property ($61,764,807); general liability
($5 million per occurrence); law enforcement liability ($5 million per occurrence); public employees scheduled bond
($60,000 - includes $50,000 for the finance director and $10,000 for the deputy tax collector), public employees
blanket bond/crime ($10,000); computer equipment ($786,100); municipal equipment ($985,307); fine arts
($500,000); and public officials’ liability ($5 million per occurrence). There have been no significant reductions in
insurance coverage in the prior year, and settled claims resulting from these risks have not exceeded commercial
insurance coverage in any of the past three fiscal years.

The old motor pool facility is in an area of the state that has been mapped and designated an “A” area (an area
close to ariver) by the Federal Emergency Management Agency. Flood coverage on the old, dilapidated facility has
been discontinued since the building is now used for storage only. Other town structures are designated as “B, C
and X" areas (low-risk areas) and are insured for flood damage through the Interlocal Risk Financing Fund of North
Carolina pool for $5 million per occurrence and aggregate with a $50,000 deductible. There is no coverage through
the Interlocal Fund for structures in any flood zone other than “B, C, and X.”

The Authority and the Tourism Board carried commercial coverage for Public Officials Liability with coverage of
$5,000,000 for all claims. Both the Authority and the Tourism Board do not carry flood insurance nor have any
employees.

(8) Claims and contingent liabilities

The Town has elected to pay the direct cost of employment security benefits in lieu of paying unemployment taxes.
A liability for such payments could accrue in the period following the discharge of an employee.

(9) Long-term obligations

(& Installment purchases
Governmental activities:

Note payable to BB&T, executed April 2008, in the amount of
$1,226,000 for the construction of a Town Park and Improvements.
The note is payable in 30 semi-annual payments of $40,867 plus
interest at 2.22%, and is secured by such assets. $ 163,467

Note payable to BB&T, executed in July 2013, in the amount of
$438,057 for the refinance of a note payable for the purchase of
land for municipal operations. The note is payable in 21 semi-
annual payments of $20,860 plus interest at 2.22%, and is secured
by land. The previous note payable on the land for municipal
operations included interest at 3.92%. 104,299

Note payable to BB&T, executed in July 2013, in the amount of
$839,086 for the refinance of a note payable for the purchase of
real property and a building to be used as the fleet maintenance
facility. The note is payable in 23 semi-annual payments of $36,482
plus interest at 2.44%, and is secured by real property and a
building. The previous note payable on the fleet maintenance
facility included interest at 3.79%. 255,374

Note payable to BB&T, executed August 2013, in the amount of
$1,450,000 for the purchase of land for Riverwalk Phases Il and Il.
The note is payable in 20 semi-annual payments of $72,500 plus
interest and matures in August 2023. Interest is payable at 2.35%
and the note payable is secured by land. 69,803
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Note payable to BB&T, executed August 2014, in the amount of
$615,368 for the purchase of land for municipal operations. The
note is payable in 30 semi-annual payments of $20,512 plus
interest and matures in August 2029. Interest is payable at 2.88%
and the note payable is secured by the land. $ 348,708

Note payable to BB&T, executed December 2016, in the amount of

$317,000 for the purchase of a dump truck and knuckle boom truck.

The note is payable in nine semi-annual payments of $36,637 with

interest payable at 1.57%, and is secured by the trucks. 27,874

Note payable to BB&T, executed September 2017, in the amount of

$465,522 for the purchase of police vehicles. The note is payable

in nine semi-annual payments of $54,509 with interest payable at

1.86%, and is secured by the vehicles. 160,531

Note payable to Capital One, executed April 2018, in the amount of

$2,770,000 to finance renovations for the Town’s North Campus

location and the Town Barn. The note is payable in fifteen annual

payments of $239,296 with interest payable at 3.56%, and is

secured by the mortgaged property. This note is allocated 83.65%

to governmental activities, and 16.35% to business-type activities,

and accordingly, the annual payments made out of the general fund

will be $200,171, which commenced on January 1, 2019. 1,927,506

Note payable to U.S. Bancorp, executed December 2020, in the
amount of 300,000 to finance the purchase of a garbage truck. The
note is payable in five annual payments of $62,617 with interest
payable at 1.44%, and is secured by the garbage truck. 300,000

3,357,562
Less current portion (631,492)
$ 2,726,070

The future minimum payments on the notes payable as of June 30, 2021 are as follows:

Principal Interest Total
Years ending June 30:
2022 $ 631,492 $ 97,263 $ 728,755
2023 486,819 83,010 569,829
2024 335,922 71,556 407,478
2025 284,464 62,476 346,940
2026 254,062 54,772 308,834
2027-2031 984,868 166,841 1,151,709
2032-2033 379,935 20,407 400,342

$ 3,357,562 $ 556,325 $ 3,913,887
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Business-type activities:

Enterprise fund - Water/Sewer Fund:

Note payable to Capital One, executed April 2018, in the amount
of $2,770,000 to finance renovations for the Town's North
Campus location and the Town Barn. The note is payable in
15 annual payments of $239,296 with interest payable at 3.56%,
and is secured by the mortgaged property. This note is allocated
83.65% to governmental activities, and 16.35% to business-type
activities, and accordingly, the annual payments made out of the
general fund will be $200,171, which commenced on January 1,

20109. $ 376,744
376,744
Less current portion (25,713)
$ 351,031
The long-term debt requirements to maturity as of June 30, 2021 for the Enterprise Fund are as follows:
Principal Interest Total
Years ending June 30:
2022 $ 25,713 $ 13,412 $ 39,125
2023 26,628 12,497 39,125
2024 27,576 11,549 39,125
2025 28,558 10,567 39,125
2026 29,574 9,550 39,124
2027-2031 164,434 31,190 195,624
2032-2033 74,261 3,989 78,250

$ 376,744 $ 92,754 $ 469,498

a. The provisions of these loan agreements contain certain financial covenants related to the maintenance of
fund balance. At June 30, 2021, the Town was in compliance with such covenants.

b. General obligation indebtedness

The Town is subject to the Local Government Bond Act of North Carolina which limits the amount of debt it can
issue to 8 percent of the appraised value of property subject to taxation. The Town’s statutory debt limit at June
30, 2021 was approximately $99,729,000 and a legal debt margin of approximately $96,371,000 after deducting
certain outstanding debt balances.

C. Revolving loans payable

On May 7, 2002, the Town was approved for a maximum loan amount of $1,802,952 from the U.S. Environmental
Protection Agency passed through the North Carolina Department of Environmental and Natural Resources under
the Drinking Water State Revolving Fund. The loan proceeds were used to upgrade the water plant. The loan is
repayable in equal principal payments of $76,222 plus interest of 2.66% through fiscal year ending 2026. The total
amount outstanding at June 30, 2021 was $381,113.
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On October 6, 2011, the Town was approved for a maximum loan amount of $18,894,640 from the U.S.
Environmental Protection Agency passed through the North Carolina Department of Environmental and Natural
Resources under the Clean Water State Revolving Fund. The loan proceeds were used for a Wastewater Treatment
Plant Upgrade and Expansion Project. In 2014, the Town was approved for a maximum loan in the amount of
$17,810,007 plus interest from the U.S. Environmental Protection Agency passed through the North Carolina
Department of Environmental and Natural Resources under the Drinking Water State Revolving Fund. The loan is
repayable in equal principal payments of $890,500 plus interest of 2.455% through fiscal year ending 2034. The
total amount outstanding at June 30, 2021 was $11,576,504.

On October 6, 2014, the Town was approved for a maximum loan amount of $2,029,398 from the U.S.
Environmental Protection Agency passed through the North Carolina Department of Environmental and Natural
Resources under the Drinking Water State Revolving Fund. The loan proceeds are being used for the Waterstone
Elevated Water Tank Project. The first payment was made on the note in April 2016. The loan is repayable in a
principal payment of $72,078 due on May 1, 2019, followed by equal principal payments of $94,122 annually on
May 1%t, with no interest, through fiscal year ending 2035. The total amount outstanding at June 30, 2021 was
$1,317,706.

Annual debt service requirements to maturity for the above revolving loans as of June 30, 2021 are as follows:

Business-Type Activities

Principal Interest Total
Years ending June 30:
2022 $ 1,060,844 $ 294,341 $ 1,355,185
2023 1,060,845 270,451 1,331,296
2024 1,060,845 246,563 1,307,408
2025 1,060,845 222,672 1,283,517
2026 1,060,845 198,784 1,259,629
2027-2031 4,923,112 655,853 5,578,965
2032-2035 3,047,987 131,171 3,179,158

$13,275,323 $ 2,019,835 $15,295,158

d. Special revenue bonds payable

On May 24, 2018, the City issued $10,155,000 of special revenue bonds secured by water and sewer utility
revenues for improvements to the water and sewer system, including renovation and expansion of the Town’s West
Fork of the Eno Reservoir; $6,500,000 were issued as serial bonds and $3,655,000 were issued as term bonds.
The purchase price of the bonds was $11,180,846, resulting in a premium upon issuance of $1,025,846. The serial
bonds carry interest rates of 4.00% to 5.00% and mature between October 1, 2020, and October 1, 2038. The term
bonds were divided into two lots with $1,765,000 paying 3.375% due between October 1, 2039 and October 1,
2040, and $1,890,000 paying 3.50% due between October 1, 2041 and October 1, 2042. All term bonds are subject
to mandatory redemption in prescribed amounts before the maturity dates. $10,130,000 remains outstanding at
June 30, 2021.
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Annual debt service requirements to maturity for these special revenue bonds payable as of June 30, 2021 are as
follows:

Business-Type Activities

Principal Interest Total
Years ending June 30:
2022 $ 25,000 $ 448,844 $ 473,844
2023 30,000 447,469 477,469
2024 30,000 445,969 475,969
2025 30,000 444,469 474,469
2026 30,000 442,969 472,969

Business-Type Activities

Principal Interest Total
Years ending June 30:
2027-2031 $ 710,000 $ 2,175,094 $ 2,885,094
2032-2036 3,245,000 1,644,218 4,889,218
2037-2041 4,140,000 751,321 4,891,321
2042-2043 1,890,000 66,675 1,956,675

$ 10,130,000 $ 6,867,028 $ 16,997,028

e. Combined Utility Systems Revenue Bond, Series 2020

On February 12, 2020, the City issued $3,271,000 of special revenue bonds secured by water and sewer utility
revenues for road improvements near the Town’s water reservoir, as part of the comprehensive plan to improve
and expand the reservoir. The bonds carry an interest rate of 1.98% and mature April 1, 2030. $2,979,000 remains
outstanding at June 30, 2021.

Annual debt service requirements to maturity for these special revenue bonds payable as of June 30, 2021 are as
follows:

Business-Type Activities

Principal Interest Total
Years ending June 30:
2022 $ 307,000 $ 58,984 $ 365,984
2023 310,000 52,906 362,906
2024 317,000 46,768 363,768
2025 325,000 40,490 365,490
2026 333,000 34,056 367,056
2027-2030 1,387,000 69,320 1,456,320

$ 2,979,000 $ 302,524 $ 3,281,524
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f. Debt Covenant

The Town is in compliance with the covenants as to rates, fees, rentals and charges in Section 4 of the Master
Trust Agreement, authorizing the issuance of the Water and Sewer Revenue Bonds, Series 2018. Section 4.03 of
the Master Trust Agreement requires the sum of the income available for debt service and 15% of the system fund
balance to be no less than 120% of the long-term debt service requirement for parity indebtedness and the income
available for debt service will be not less than the sum of the long-term debt service requirement for parity
indebtedness and subordinate indebtedness and the debt service on all installment debt and system general
obligation debt.

The debt service coverage ratio calculation is as follows:

Operating revenues $ 10,830,811
Operating expenses (2) (6,840,888)
Operating income 3,989,923
Nonoperating revenues (expenses) (747,947)
Income available for debt service 3,241,976
15% of Unrestricted Net Position (1) 1,261,979
Total Balance for 120% Parity $ 4,503,955

Debt service, principal and interest (Revenue bond only) $ 840,550
Debt service coverage ratio on first-lien debt 5.36
Debt service all debt (total balance for 100%) $ 2,281,151
Debt service coverage ratio on all debt together 1.42

(1) - System Fund Balance
(2) - Depreciation excluded from operating expenses
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g. Changes in long-term debt

Governmental activities:
Direct placement installment
purchases
Compensated absences
Total OPEB liability
Net pension liability - LGERS
Total pension liability - LEOSSA

Total Governmental activites

Business-type activities:

Water and sewer:
Direct placement installment

purchases

Revolving loans payable
Special revenue bonds payable
Premium on bonds payable
Compensated absences
Total OPEB liability
Net pension liability - LGERS

Total - water and sewer
Stormwater:
Compensated absences

Total OPEB liability
Net pension liability - LGERS

Total - stormwater

Total business-type activites

Beginning Ending Due Within
Balances Increases Decreases Balances One Year
$ 3,793,400 $ 300,000 $ 735,838 $ 3,357,562 $ 631,492

321,966 58,804 109,387 271,383 109,000
713,705 77,499 - 791,204 -
1,690,884 475,852 - 2,166,736 -
783,583 533,035 - 1,316,618 -

$ 7,303,538 $ 1,445,190 $ 845,225 $ 7,903,503 $ 740,492
Beginning Ending Due Within
Balances Increases Decreases Balances One Year
$ 423,833 $ - $ 47,089 $ 376,744 $ 25,713
14,336,167 - 1,060,844 13,275,323 1,060,844
13,426,000 - 317,000 13,109,000 332,000
913,641 - 49,455 864,186 56,485
225,272 198,552 130,541 293,283 130,500
441,002 60,094 501,096 -
721,261 305,140 - 1,026,401 -
30,487,176 563,786 1,604,929 29,446,033 1,605,542
6,312 12,137 8,599 9,850 8,600
20,561 5,812 - 26,373 -
60,705 39,070 - 99,775 -
87,578 57,019 8,599 135,998 8,600
$30,574,754 $ 620,805 $ 1,613,528 $29,582,031 $ 1,614,142

Compensated absences, the total pension liability (LEOSSA), the net pension liability (LGERS) and the total OPEB

liability for governmental activities have typically been liquidated in the General Fund.

h. Special assessment debt

In October 2013, the Town issued $4,630,000 of Special Assessment Revenue Bonds to finance the construction
of public infrastructure in the Waterstone District. The Town is in no manner obligated to repay this special
assessment debt and functions only as a custodial for the property owners by remitting collections of special
assessments to the Trustee. The outstanding balance of special assessment debt at June 30, 2021 was $1,965,000.
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C. Interfund balances and activity

Transfers to/from other funds

Consolidated

General Transfers
General Capital to other
Fund Fund Projects Funds
General Fund $ - $ 513,500 $ 513,500
Rail Station Capital Project - 19,290 19,290
Riverwalk CMAQ Capital Project 5,403 - 5,403
Transfers from other funds $ 5,403 $ 532,790 $ 538,193

The transfers from the General Fund were for various capital projects. The transfer from the Rail Station Capital
Project was to move the project into the General Capital Projects Fund. The transfer from the Riverwalk CMAQ
Capital project was to close out the project.

D. Netinvestment in capital assets

Business-type Activities

Governmental Water and
Activities Sewer Stormwater
Capital assets, net $ 23,358,683 $ 61,252,823 $ 1,796,980
Less:
Capital related debt (3,357,562) (27,625,253) -
Accounts payable from restricted
assets - (161,291) -
Add:
Unspent debt proceeds 300,008 2,737,850 -
$ 20,301,129 $ 36,204,129 $ 1,796,980

E. Fund balance

The following schedule provides management and citizens with information on the portion of General Fund balance
that is available for appropriation.

General Fund:

Total fund balance $ 10,445,599
Less:
Stabilization by state statute 1,532,595
Restricted for streets 395,581
Restricted revenues 47,356
Appropriated in next year's budget 280,311
Fund balance policy - 33% of operating
expenditures 3,135,734
Available fund balance $ 5,054,022

The outstanding encumbrances, reflected in stabilization by state statute, are amounts needed to pay any
commitments related to purchase orders and contracts that remain unperformed at year-end. Outstanding
encumbrances in the General Fund at June 30, 2021 were $539,822.
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4. Jointly Governed Organization

The Town, in conjunction with seven counties and 37 other municipalities, established the Triangle J Council of
Governments (the “Council”). The participating governments established the Council to coordinate various funding
received from federal and state agencies. Each participating government appoints one member to the Council’s
governing board.

5. Contingencies

During 2020, an outbreak of a novel strain of coronavirus (“COVID-19") emerged globally. As a result of the spread
of COVID-19, economic uncertainties have arisen that could negatively impact the Town’s revenue and operations
for an indeterminable period of time. Other financial impacts could occur that are unknown at this time.

6. Subsequent Events

The Town evaluates subsequent events up through the date this report is made available. The TDA and Tourism
Board evaluated subsequent events through January 12, 2023. The Town has extended consideration of additional
subsequent events that could potentially affect the TDA’s and Tourism Board’s financial statements. While no
additional disclosures were noted for the TDA and Tourism Board, the following significant events relate to the Town:

a. Prior to year-end the federal government enacted the American Rescue Plan Act of 2021. Included in this
legislation is $2,282,192 of funding allocated to the town. In August of 2021, the town received the first half
of this funding, $1.14 million and as of the date of this report the town has not spent any of this funding.
The town has allocated these funds to water and sewer system improvements.

b. The Town increased its property tax rate by two cents (58.7 cents per $100 property value) in the fiscal
2022 budget to fund climate and sustainability priorities. Orange County’s property re-valuation was
effective beginning in fiscal 2022 resulting in a revenue neutral tax rate of 56.7 cents.

c. The Town increased water and sewer rates by 4.5 percent and 2.0 percent for fiscal years ending 2022 and
2023, respectively. The water rate increases are intended to provide funding for existing debt service
requirements and self-funding of future capital improvements. The sewer rate increases are intended to
provide for future capital improvements.

7. Change in Accounting Principle

The Town implemented GASB Statement No. 84, Fiduciary Activities (effective July 1, 2020). This statement
establishes criteria for identifying fiduciary activities of all state and local governments and provides guidance on
how to report fiduciary activities within the financial statements. The focus of the criteria generally is on (1) whether
a government is controlling the assets of the fiduciary activity and (2) the beneficiaries with whom a fiduciary
relationship exists. Separate criteria are included to identify fiduciary component units and postemployment benefit
arrangements that are fiduciary activities. The statement also describes four fiduciary funds that should be reported
if criteria outlined in the statement are met: (1) pension (and other employee benefit) trust funds, (2) investment
trust funds, (3) private-purpose trust funds, and (4) custodial funds. The use of agency funds was eliminated. The
statement also provides for recognition of a liability to the beneficiaries in a fiduciary fund when an event has
occurred that compels the government to disburse fiduciary resources. The cumulative effect of this change had
no effect on fund balances or net position.
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Town of Hillsborough, North Carolina Schedule 21
Analysis of Current Tax Levy
Year Ended June 30, 2021
Total Levy
Property
Town-Wide Excluding
Q) ) Registered Registered
Property Total Motor Motor
Valuation Rate Levy Vehicles Vehicles
ORIGINAL LEVY
Property taxed at current
year’s rate $ 1,155,210,161 0.62 $ 7,162,303 $ 7,162,303 -
Motor vehicle license fees,
tax and tag together 91,741,294 794,690 - 794,690
Total property valuation _$ 1,246,951,455
Net levy 7,956,993 7,162,303 794,690
Uncollected taxes at year-end 73,103 73,103 -
Current year's taxes collected _$ 7,883,890 _$ 7,089,200 794,690
Collection percentage 99.08% 98.98% 100.00%

Notes to Schedule:
(1) - Total adjusted levy includes discoveries and abatements.
(2) - Property tax valuation prior to the discoveries and abatements.
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